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INDEPENDENT AUDITORS' REPORT

Joint Board of Commissioners
Iron Mountain — Kingsford Joint Wastewater Treatment Plant
Iron Mountain — Kingsford, Michigan

We have audited the accompanying basic financial statements of the governmental activities and
business-type activities of the Iron Mountain — Kingsford Joint Wastewater Treatment Plant as of and
for the year ended June 30, 2005 as listed in the table of contents. These basic financial statements are
the responsibility of the Commission’s management. Our responsibility is to express an opinion on
these basic financial statements based on our audit.

We conducted our audit in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in “Government Auditing
Standards ", issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the basic financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the basic financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the

overall basic financial statements presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the basic financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities and business-type activities of the Iron
Mountain — Kingsford Joint Wastewater Treatment Plant as of June 30, 2005, and the respective
changes in financial position and cash flows for the year then ended, in conformity with accounting
principles generally accepted in the United States of America.

201 E. HUGHITT, P.O. BOX 828 IRON MOUNTAIN, MICHIGAN 49801 (906) 774-4300 FAX (906) 774-6926



In accordance with “Government Auditing Standards”, we have also issued our report dated July 12,
2005 on our consideration of the Iron Mountain — Kingsford Joint Wastewater Treatment Plant’s
internal control over financial reporting and our tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements and other matters. The purpose of that report is to describe
the scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on the internal control over financial reporting or on
compliance.. That report is an integral part of an audit performed in accordance with “Government
Auditing Standards” and should be considered in assessing the results of our audit.

The Management’s Discussion and Analysis on pages 5 through 10 is not a required part of the financial
statements but is required by the Governmental Accounting Standards Board. We have applied certain
limited procedures, which consisted principally of inquiries of management regarding the methods of
measurement. However, we did not audit the information and express no opinion on it.

Our audit was performed for the purpose of forming an opinion on the basic financial statements of the Iron
Mountain - Kingsford Joint Wastewater Treatment Plant taken as a whole. The supplemental information
identified in the table of contents is presented for purposes of additional analysis and is not a required part
of the basic financial statements. Such information has been subjected to the auditing procedures applied
in the audit of the basic financial statements and, in our opinion, is fairly stated in all material respects in
relation to basic financial statements taken as a whole.

ANDERSON, TACKMAN & COMPANY, PLC
Certified Public Accountants
Iron Mountain, Michigan

July 12, 2005



MANAGEMENT DISCUSSION AND ANALYSIS (UNAUDITED)

Our discussion and analysis of the Iron Mountain — Kingsford Joint Wastewater Treatment Plant’s financial
performance provides an overview of the financial activities for the year ended June 30, 2005. Please read it
in conjunction with the Plant’s financial statements, which begin on page 11.

FINANCIAL HIGHLIGHTS

- ThePlant’s total net assets decreased $187,048, or 3.9%, for the year ended June 30,2005. The net
assets of our governmental activities increased $25,472, or 5.7%, while the net assets of our business
activity (Wastewater Treatment Plant) decreased $212,520, or 4.9%.

- During the year ended June 30, 2005, the Plant’s governmental revenues exceeded expenses by
$25,472. This compares to an excess of expenses over revenue of $114,202 for the year ended June
30, 2004. The change of $139,674 was substantially due to increased revenues from the Cities of
Iron Mountain and Kingsford, as well as reduced transfers to the business activity fund.

- The operating revenues of the Plant’s business type activity were consistent from 2004 to 2005 at
$625,300 for 2005 and $614,019 for 2004. The Plant’s operating expenses for 2005 of $941,526
exceeded that of 2004 $872,431, by $69,095, accordingly, the Plant incurred an operating loss for
2005 of $(316,226) versus $(258,412) for 2004. The Plant incurred a decrease in net assets for 2005
0f$(212,520) versus $(49,460) for 2004. The change of $(163,060) was primarily due to a reduction
in transfers from the governmental fund of $105,448 and increased operating expenses of $69,095.

- The total cost of all of the Plant’s programs was $977,659 for 2005 versus $883,785 for 2004, for an
increase of $93,874, or 10.6%. The increase was substantially due to the cost of asbestos abatement
$(27,198) and utilities $(40,254).

USING THIS REPORT

This annual report consists of a series of financial statements. The Statement of Net Assets and the
Statement of Activities provide information about the activities of the Plant as a whole and present a longer-
term view of the Plant’s finances. For governmental activities, these statements report how these services
were financed in the short term as well as what remains for future spending. Fund financial statements also

report the Plant’s operations in more detail than the government-wide statements by providing information
about the Plant’s most significant funds.



REPORTING THE PLANT AS A WHOLE

Our analysis of the Plant as a whole begins on page 11. One of the most important questions asked about the
Plant’s finances is “Is the Plant, as a whole, better off or worse off as a result of the year’s activities?”” The
Statement of Net Assets and the Statement of Activities report information about the Plant as a whole and
about its activities in a way that helps answer this question. These statements include all assets and Liabilities
using the accrual basis of accounting, which is similar to the accounting used by most private-sector
companies. All of the current year’s revenues and expenses are taken into account regardless of when cash is
received or paid. These two statements report the Plant’s ne assets and changes in them. You can think of
the Plant’s net assets — the difference between assets and liabilities — as one way to measure the Plant’s
financial health, or financial position. Over time, increases or decreases in the Plant’s net assets are one
indicator of whether its financial health is improving or deteriorating. You will need to consider other non-

financial factors, however, such as changes in the Plant’s property, plant and equipment to assess the overall
JSinancial health of the Plant

In the Statement of Net Assets and the Statement of Activities, we divide the Plant into two kinds of
activities:

- Government activities — The Plant’s capital project activities are reported here. A portion of fees
charged to customers are used to fund the majority of these activities.

- Business-type activities — The Plant charges fees to customers to help it cover all or most of the costs
of services it provides. The Plant’s Wastewater Treatment activity is reported here.

REPORTING THE PLANT’S MOST SIGNIFICANT FUNDS

Our analysis of the Plant’s major funds begins on page 13. The fund financial statements provide detailed
information on the most significant funds, which includes all of the Plant’s funds. Some funds are required
to be established by State law. However, the Plant Commission may establish other funds to help it control
and manage money for particular purposes or to show that it is meeting legal requirements for certain taxes,

grants, and other money. The Plant’s two kinds of funds — governmental and proprietary — use differerit
accounting methods.

- Government funds — The Plant’s capital project activities are reported in a governmental fund which
focuses on how money flows into, and out of the fund and the balance left at year-end that is
available for spending. This fund uses an accounting method called modified accrual accounting,
which measures cash and all other financial assets that can be readily converted into cash. The
governmental fund statement provides a detailed short-term view of the Plant’s general government
operation and the basic setrvice it provides. Governmental fund information helps you determine
whether there are more or fewer financial resources that can be spent in the near future to finance the
Plant’s programs.

- Proprietary funds — The Plant charges customers for the services it provides and these services are
reported in a proprietary fund. Proprietary funds are reported in the same way that all activities are
reported in the Statement of Net Assets and the Statement of Activities. In fact, the Plant’s enterprise
fund is the same as the business-type activities we report in the government-wide statements but
provide more detail and additional information, such as cash flows.



THE PLANT AS A WHOLE

The Plant’s combined net assets at June 30, 2005 decreased $187,048 from June 30, 2004.

Table 1
Net Assets
Governmental Activities Business-Type Activities Total
6-30-05 6-30-04 6-30-05 6-30-04 6-30-05 6-30-04
Assets:
Current and other assets $471,678 $446,206 $ 59313 § 72,689 $ 530,991 § 518,895
Capital assets (net) - - 4.118.696 4.323.195 4,118,696 4,323.195
Total assets 471,678 446,206 4.178.009 4.395.884  4,649.687 4.842.090
Liabilities - - (30,061) (35.416) (30,061) (35.416)
Net Assets:
Invested in capital assets,
net of related debt - - 4,118,696 4,323,195 4,118,696 4,323,195
Unrestricted 471,678 446.206 29.252 37.273 500,930 483.479
Net Assets $471,678 $446.206 $4,147.948 $4.360,468 $4.619.626 $4.806.674

Net assets of the Plant’s governmental activities stood at $471,678 and all was unrestricted.

Net assets of the business-type activity stood at $4,147,948. Unrestricted net business assets were $29.252.
In general, the business-type activity unrestricted net assets should be used to finance operations of the Plant.
However, the Board of Commissioners could transfer funds from the business activity unrestricted assets to
the governmental activities area should the need arise.



Table 2
Changes in Net Assets

Govermnmental Activities Business-Type Activities Total
6/30/2005  6/30/2004  6/30/2005 6/30/2004 6/30/2005 6/30/2004

Revenues:
Program revenues:
Charges for services $ - 8 - § 625300 $§ 614,019 $ 625300 $ 614,019
General revenues:
Unrestricted contributions 156,325 78,330 - - 156,325 78,330
Unrestricted investment
earnings 8,477 7,467 509 307 8,986 7,774
Restricted contributions - 20,000 - - - 20,000
Total revenues 164,802 105,797 625,809 614,326 790,611 720,123
Program Expenses:
Contracted services 36,133 11,354 - - 36,133 11,354
Wastewater treatment - - 941,526 872,431 941,526 872,431
Total expenses 36,133 11,354 941,526 872,431 977,659 883,785
Excess (deficiency)
before transfers 128,669 94,443 (315,717) (258,105) (187,048) (163,662)
Fund transfers (103,197)  (208,645) 103,197 208,645 - -
Increase (Decrease)
in net assets 25,472 (114,202) (212,520) (49,460) (187,048) (163,662)
Net assets - beginning
of period 446,206 560,408 4,360,468 4,409,928 4,806,674 4,970,336
Net assets - end
of period $471,678  $446,206  $4,147,948  $4,360,468 $4,619,626  $4,806,674




BUSINESS-TYPE ACTIVITIES

Revenues for the Plant’s business-type activity, sewage treatment, totaled $625,809. The Plant’s customer
base has been stable and, for the most part, consists of the Cities of Iron Mountain and Kingsford.

THE PLANT’S GOVERNMENTAL FUND

As the Plant completed the year, its governmental fund (as presented in the balance sheet on page 1 3) reported
a fund balance of $471,678, an increase of $25,472 from the beginning of the year.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

At the end of fiscal 2005, the Plant had $10,095,321 invested in a variety of capital assets including land,
equipment, buildings, and its wastewater system as follows:

Table 4
Capital Assets
Business — Type Activity
6-30-05 6-30-04

Land $ 31,635 $ 31,635
Buildings and improvements 9,192,970 9,178,381
Equipment and vehicles 870.716 819,079

Total cost 10,095,321 10,029,095
Less accumulated

depreciation (5.976,625) (5.705,900)

NET FIXED ASSETS $4,118,696 $4,323.195

The Plant invested $66,226 in capital assets during the year ended June 30, 2005. Depreciation expense for
fiscal 2005 was $270,725.



ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

The Plant’s appointed officials considered many factors when setting the rates and fees for the fiscal year
2005/2006 budget. The current state of the economy has been a major contributing factor in establishing
these rates. In the upcoming year, we do not anticipate any significant industrial growth that will provide any
substantial increase in revenues. There continues to be a variety of inflationary cost and expense issues. All
of these were taken into consideration during the 2005/2006 budget process.

CONTACTING THE PLANT’S FINANCIAL MANAGEMENT
This financial report is designed to provide our customers with a general overview of the Plant’s finances and
to show the Plant’s accountability for the money it receives. If you have questions about this report or need

- additional financial information, contact the Plant Manager, Gary Lessard, at Box 88, Kingsford, Michigan
49802, or call 906-774-2255,

10
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ASSETS:
Current assets:
Cash and equivalents
Accounts receivable
Prepaid insurance
Deposits

Total current assets

Noncurrent assets:
Property, plant and equipment
Accumulated depreciation

Total noncurrent assets
TOTAL ASSETS

LIABILITIES:
Current liabilities:
Accounts payable
Accrued wages

TOTAL CURRENT LIABILITIES

NET ASSETS:
Invested in capital assets, net of
related debt
Unrestricted

TOTAL NET ASSETS

Governmental Business-Type
Activities Activities Total
$ 464,580 $ 27,132 $ 491,712
7,098 28,391 35,489
- 1,000 1,000
- 2,790 2,790
471,678 59,313 530,991
- 10,095,321 10,095,321
- (5,976,625) (5,976,625)
- 4,118,696 4,118,696
471,678 4,178,009 4,649,687
- 18,499 18,499
- 11,562 11,562
- 30,061 30,061
- 4,118,696 4,118,696
471,678 29,252 500,930
3 471,678 3 4,147,948 $ 4,619,626

The accompanying notes to the financial statements are an integral part of this statement.
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IRON MOUNTAIN-KINGSFORD JOINT WASTEWATER
TREATMENT PLANT

BALANCE SHEET
GOVERNMENTAL FUND
Captial Projects Fund

June 30, 2005

ASSETS:
Cash and equivalents $ 464,580
Accounts receivable 7,098
TOTAL ASSETS $ 471,678
FUND BALANCE:
Unreserved:
Undesignated $ 471,678

The accompanying notes to the financial statements are an integral part of this statement.
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IRON MOUNTAIN-KINGSFORD JOINT WASTEWATER
TREATMENT PLANT

STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE

GOVERNMENTAL FUND
Capital Projects Fund

For the Year Ended June 30, 2005

REVENUES:
Unrestricted contributions:
City of Iron Mountain $ 76,283
City of Kingsford 76,872
Parrish Properties 3,170
Investment earnings 8,477
TOTAL REVENUES 164,802
EXPENDITURES:
Consulting/Engineering 8,935
Asbestos Abatement 27,198
TOTAL EXPENDITURES 36,133
EXCESS OF REVENUES OVER EXPENDITURES 128,669
OTHER FINANCING SOURCES (USES):
Operating transfers out (103,197 )
NET CHANGE IN FUND BALANCE $ 25,472
FUND BALANCE, BEGINNING OF YEAR 446,206
FUND BALANCE, END OF YEAR $ 471,678

The accompanying notes to the financial statements are an integral part of this statement.
14
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TREATMENT PLANT

STATEMENT OF NET ASSETS
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Proprietary Fund
June 30, 2005

ASSETS:
Current Assets:
Cash and equivalents
Accounts receivable
Prepaid insurance
Deposits

Total current assets

Fixed Assets:
Land
Buildings and improvements
Furniture and fixtures
Equipment
Other fixed assets

Total fixed assets
Less: accumulated depreciation

Net fixed assets

TOTAL ASSETS

LIABILITIES:
Current Liabilities
Accounts payable
Accrued expenses

TOTAL CURRENT LIABILITIES
NET ASSETS:
Invested in capital assets net of related debt

Unrestricted

NET ASSETS

$ 27,132

28,391
1,000
2,790

59,313

31,635
9,192,970
62,848
772,919
34,949

10,095,321

(5,976,625)

4,118,696

3 4,178,009

3 18,499
11,562

30,061

4,118,696
29,252

$ 4,147,948

The accompanying notes to the financial statements are an integral part of this statement.
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IRON MOUNTAIN-KINGSFORD JOINT WASTEWATER
TREATMENT PLANT

STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN NET ASSETS
Proprietary Fund

For the Year Ended June 30, 2005

OPERATING REVENUES:
Sewage Disposal Service:
City of Iron Mountain $§ 305,131
City of Kingsford 307,488
Parrish Properties 12,681
TOTAL OPERATING REVENUES 625,300
OPERATING EXPENSES:
Operating and maintenance expense 280,516
Administrative expenses 390,285
Depreciation 270,725
TOTAL OPERATING EXPENSES 941,526
OPERATING INCOME (LOSS) (316,226)

NON-OPERATING REVENUE:
Interest 509

INCOME (LOSS) BEFORE TRANSFERS

AND CONTRIBUTIONS A (315,717)
OPERATING TRANSFERS:
Operating transfers in:
Capital Projects Fund 103,197
CHANGE IN NET ASSETS (212,520)
NET ASSETS, BEGINNING OF YEAR 4,360,468
NET ASSETS, END OF YEAR $ 4,147,948

The accompanying notes to the financial statements are an integral part of this statement.
16
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IRON MOUNTAIN-KINGSFORD JOINT WASTEWATER

TREATMENT PLANT

STATEMENT OF CASH FLOWS
Proprietary Fund

For the Year Ended June 30, 2005

OPERATING ACTIVITIES:
Receipts from customers
Payments to suppliers
Payments for wages and related benefits

NET CASH (USED) BY OPERATING ACTIVITIES

NON-CAPITAL FINANCING ACTIVITIES:
Transfers from other funds

NET CASH PROVIDED FROM NON-CAPITAL
FINANCING ACTIVITIES

CAPITAL AND RELATED FINANCING ACTIVITIES:
Acquisition of fixed assets

NET CASH (USED) BY CAPITAL AND
RELATED FINANCING ACTIVITIES

INVESTING ACTIVITIES:
Investment income

NET CASH PROVIDED FROM INVESTING ACTIVITIES
NET (DECREASE) IN CASH AND EQUIVALENTS
CASH AND EQUIVALENTS, BEGINNING OF YEAR

CASH AND EQUIVALENTS, END OF YEAR

RECONCILIATION OF OPERATING INCOME TO NET
CASH PROVIDED (USED) BY OPERATING ACTIVITIES:
Operating income (loss)
Adjustments to reconcile operating income to net
cash provided by operating activities:

Depreciation

Changes in assets and liabilities:
Decrease (Increase) in receivables
Decrease (Increase) in prepaids/deposits
Increase (Decrease) in accounts payable
Increase (Decrease) in accrued payroli

NET CASH (USED) BY OPERATING ACTIVITIES

$ 628,809
(376,064)

(302,784)
(50,039

103,197
103,197
(66,226)
(66,226)

509
509

(12,559)
39,691

$ 27,132

$ (316,226)

270,725

3,509
(2,692)
(8,210)

2,855

$__ (50,039

The accompanying notes to the financial statements are an integral part of this statement.
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IRON MOUNTAIN — KINGSFORD JOINT WASTEWATER
TREATMENT PLANT

NOTES TO FINANCIAL STATEMENTS
June 30, 2005

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

THE REPORTING ENTITY

The Iron Mountain — Kingsford Joint Wastewater Treatment Plant (“Plant™), was formed in 1960
under the provisions established by the joint cooperation of the Cities of Iron Mountain and
Kingsford. The Plant operates under a board of commissioners consisting of the city manager of
each city as well as a member appointed by the respective mayors of the cities.

The Plant, for financial reporting purposes, includes all of the funds relevant to its operations.

The accounting policies of the Plant conform to accounting principles generally accepted in the
United States of America. The following is a summary of such significant policies.

BASIS OF PRESENTATION

Government-Wide Financial Statements:

The Statement of Net Assets and Statement of Activities display information about the Plant as a
whole. They include all funds of the Plant. The statements distinguish between governmental
and business-type activities. Governmental activities generally are financed through taxes,
intergovernmental revenues, and other non-exchange revenues. Business-type activities are
financed in whole or in part by fees charged to external parties for goods or services.

Fund Financial Statements:

The accounts of the Plant are organized on the basis of funds, each of which is considered a
separate accounting entity. The operations of each fund are accounted for with a separate set of
self-balancing accounts that comprise its assets, liabilities, fund equity, revenues, and
expenditures, or expenses, as appropriate. Government resources are allocated to and accounted
for in individual funds based upon the purposes for which they are to be spent and the means by
which spending activities are controlled. Funds are organized into two major categories:
governmental and proprietary. An emphasis is placed on major funds within the governmental
and proprietary categories. Funds of the Plant are considered major if they meet the following
criteria:
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The Plant reports the following as major governmental funds in accordance with the above
criteria:
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The Plant reports the following as a major enterprise fund in accordance with the above criteria:

& COMPANY, P.L.C,

The funds of the Plant are described below:

ANDERSON, TACKMAN
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a. Total assets, liabilities, revenues or expenditures/expenses of that individual governmental
or enterprise fund are at least 10 percent of the corresponding total for all funds of that
category or type; and

b. Total assets, liabilities, revenues or expenditures/expenses of the individual governmental

fund or enterprise fund are at least 5 percent of the corresponding total for all
governmental and enterprise funds combined.

Capital Projects Fund

Wastewater Treatment Plant

Governmental Funds

Capital Project Fund - Capital Project Funds are used to account for the acquisition or
construction of major capital facilities (other than those financed by proprietary funds).

Proprietary Fund

Enterprise Funds - Enterprise Funds are used to account for operations (a) which are financed
and operated in a manner similar to private business enterprises - where the intent of the
governing body is that the costs (expenses, including depreciation) of providing goods or
services to the general public on a continuing basis be financed or recovered primarily through
user charges; or (b) where the governing body has decided that periodic determination of
revenues earned, expenses incurred, and/or net income is appropriate for capital maintenance,
public policy, management control, accountability, or other purposes.
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(Continued)
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

MEASUREMENT FOCUS AND BASIS OF ACCOUNTING

Measurement focus is a term used to describe “which” transactions are recorded within the
various financial statements. Basis of accounting refers to “when” transactions are recorded
regardless of the measurement focus applied.

Measurement Focus:

On the government-wide Statement of Net Assets and the Statement of Activities, both
governmental and business-type activities are presented using the economic resource
measurement focus as defined in item b. below.

In the fund financial statements, the “current financial resources” measurement focus or the
“economic resources” measurement focus is used as appropriate:

a. All governmental funds utilize a “current financial resources” measurement focus. Only
current financial assets and liabilities are generally included on their balance sheets. Their
operating statements present sources and uses of available spendable financial resources
during a given period. These funds use fund balance as their measure of available
spendable resources at the end of the period.

b. The proprietary funds utilize an “economic resources” measurement focus. The
accounting objectives of this measurement focus are the determination of operating
income, changes in net assets, financial position and cash flows. All assets and liabilities,
whether current or noncurrent, associated with their activities are reported. Proprietary
fund equity is classified as net assets.

Basis of Accounting:

In the government-wide Statement of Net Assets and Statement of Activities, both governmental
and business-type activities are presented using the accrual basis of accounting. Also, the
proprietary fund financial statements are presented using the accrual basis of accounting. Under
the accrual basis of accounting, revenues are recognized when earned and expenses are recorded
when the liability is incurred or economic asset used. Revenues, expenses, gains, losses, assets
and liabilities resulting from exchange and exchange-like transactions are recognized when the
exchange takes place.

M
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In the fund financial statements, governmental funds are presented on the modified accrual basis
of accounting. Under the modified basis of accounting, revenues are reco gnized when
“measurable and available”. Measurable means knowing or being able to reasonably estimate the
amount. Available means collectible within the current period or within sixty days after year end.
Expenditures, including capital outlay, are recorded when the related liability is incurred, except
for principal and interest on general long-term debt and accrued compensated absences, which are
reported when due.

As allowed by GASB Statement No. 20, the Plant’s business-type activity follows all GASB
pronouncements and FASB Statements and Interpretations that were issued on or after November
30, 1989, except those that conflict with a GASB pronouncement. :

ASSETS, LIABILITIES AND NET ASSETS/FUND BALANCE

& COMPANY, P.L.C.

CERTIFIED PUBLIC ACCOUNTANTS
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Cash and Equivalents — The Plant’s cash and cash equivalents as reported in the Statement
of Cash Flows and the Statement of Net Assets are considered to be cash on hand, demand
deposits and short-term investments with maturities of three months or less.

. Receivables — All receivables are reported at their gross value and, where appropriate, are
reduced by the estimated portion that is expected to be uncollectable.

Due to and Due From Other Funds — Interfund receivables and payables arise from
interfund transactions and are recorded by all funds affected in the period in which
transactions are executed.

. Fixed Assets ~The accounting and reporting treatment applied to property, plant and
equipment depends on whether the assets are used in governmental fund operations or
proprietary fund operations and whether they are reported in the government-wide or fund
financial statements.

Government-Wide Statements:

In the government-wide financial statements, fixed assets are accounted for as capital assets.
All fixed assets are valued at historical cost or estimated historical cost if actual is
unavailable, except for donated fixed assets which are recorded at their estimated fair value
at the date of donation.
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(Continued)
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

ASSETS, LIABILITIES AND NET ASSETS/FUND BALANCE (Continued)

Depreciation of all exhaustible fixed assets is recorded as an allocated expense in the
Statement of Activities, with accumulated depreciation reflected in the Statement of Net
Assets. Depreciation is provided over the assets’ estimated useful lives using the straight-
line method of depreciation. The range of estimated useful lives by type of asset is as
follows:

Buildings and improvements 10-40 years
Machinery and equipment 5-20 years

Fund Financial Statements:

In the fund financial statements, fixed assets used in governmental fund operations are
accounted for as capital outlay expenditures of the governmental fund upon acquisition.
Fixed assets used in proprietary fund operations are accounted for the same as in the
government-wide financial statements.

The Plant has adopted a capitalization policy for fixed assets of $500 per item.

e. Compensated Absences - It is the Plant’s policy to permit employees to accumulate a
limited amount of earned but unused sick leave, which will be paid to employees upon
retirement from the Plant. In governmental funds, the cost of sick leave is recognized when
payments are made to employees. In proprietary funds, the cost of vested sick leave is
recognized as an expense as earned by the employees.

f. Equity Classification

Government-Wide Statements:
Equity is classified as net assets and displayed in two components:

1. Invested in capital assets.— Consists of capital assets, net of accumulated
depreciation.

2. Unrestricted net assets — All other net assets that do not meet the definition
of “restricted” or “invested in capital assets, net of related debt.”
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

ASSETS, LIABILITIES AND NET ASSETS/FUND BALANCE (Continued)

Fund Statements:

Governmental fund equity is classified as fund balance. Fund balance is further classified
as reserved and unreserved, with unreserved further split between designated and

undesignated, if appropriate. Proprietary fund equity is classified the same as in the
government-wide statements.

REVENUES AND EXPENDITURES/EXPENSES

Revenues:

Government-Wide Statements:

3

CERTIFIED PUBLIC ACCOUNTANTS

In the government-wide Statement of Activities, revenues are segregated by activity
(governmental or business-type), and are classified as either a program revenue or a general
revenue. Program revenues include charges to customers or applicants for goods or services,
operating grants and contributions and capital grants and contributions. General revenues
includes all revenues which do not meet the criteria of program revenues and include revenues
such as property taxes, state revenue sharing payments and interest earnings.

& COMPANY, P.L.C.

Fund Statements:

In the governmental fund statements revenues are reported by source, such as federal sources,
state sources and taxes. Revenues consist of general purpose revenues and restricted revenues.
General purpose revenues are available to fund any activity reported in that fund, while restricted
(i revenues are available for a specific purpose or activity and the restrictions are typically required
by law or a grantor agency.

Expenses/Expenditures:
Government-Wide Statements:

In the government-wide Statement of Activities, expenses are segregated by activity
(governmental or business-type), and are classified by function.
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NOTES TO FINANCIAL STATEMENTS
June 30, 2005
(Continued)
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

REVENUES AND EXPENDITURES/EXPENSES (Continued)

Fund Statements:

In the governmental fund financial statements, expenditures are classified by character; current,
debt service and capital outlay.

In the proprietary fund financial statements, expenses are classified by operating and nonoperating
and are subclassified by function such as salaries, supplies and contracted services.

Operating Revenues and Expenses:

Operating revenues and expenses for proprietary funds are those that result from providing
services and producing and delivering goods and/or services. It also includes all revenue and
expenses not related to capital and related financing, noncapital financing or investing activities.

Other Financing Sources (Uses):

The transfers of cash between the various Plant funds are reported separately from revenues and
expenditures as operating transfers in or (out), unless they represent temporary advances to be

repaid, in which case, they are carried as assets and liabilities of the advancing or borrowing
funds. )

OTHER SIGNIFICANT ACCOUNTING POLICIES

Interfund Activity:

As a general rule, the effect of interfund activity has been eliminated from the government-wide
statements. Exceptions to this rule are: 1) activities between funds reported as governmental
activities and funds reported as business-type activities, and 2) activities between funds that are
reported in different functional categories in either the governmental or business-type activities
column. Elimination of these activities would distort the direct cost and program revenues for the
functions concerned.

In the fund financial statements, transfers represent flows of assets without equivalent flows of
assets in return or a requirement for repayment.

Interfund receivables and payables are eliminated from the Statement of Net Assets, except for the
residual amounts due between governmental and business-type activities.
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NOTES TO FINANCIAL STATEMENTS
June 30, 2005
(Continued)
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
OTHER SIGNIFICANT ACCOUNTING POLICIES (Continued)
Budgets and Budgetary Accounting:

The Plant follows these procedures in establishing the budgetary data reflected in the
supplementary information:

(1)  The budget is enacted through passage of a motion.

(2)  Formal budgetary integration is employed as a management control device during the year
for the Capital Projects Fund and Enterprise Fund.

(3)  Budgets are adopted on a basis consistent with accounting principles generally accepted in
the United States of America (GAAP) on an activity basis.

(4)  Appropriations lapse at the end of each fiscal year.

(5)  The Joint Board of Commissioners may authorize supplemental appropriations during the
year.

The fiscal 2005 budget was adopted on May 20, 2004 and amended on December 16,2004, March
18, 2005 and June 16, 2005.

RESERVATIONS AND DESIGNATIONS OF FUND BALANCES AND RETAINED
EARNINGS

Reservations are used to indicate that a portion of fund balance/retained earnings is not
appropriable for expenditure or is legally segregated for a specific future use.

Designations indicate tentative plans or intent for resource utilization in a future period and are
thus subject to change and may never be legally authorized or result in expenditure.
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NOTES TO FINANCIAL STATEMENTS
June 30, 2005
(Continued)
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

AMORTIZATION OF CONTRIBUTED CAPITAL

The Plant has opted, as permitted by Statement 2 of the National Council of Governmental
Accounting, to treat the depreciation on assets constructed or acquired by grants as an
amortization of the “Contributions in Aid of Construction” account. This results in an annual
increase of retained earnings and a decrease in the “Contributions in Aid of Construction”
account in the Operations and Maintenance Fund totaling $179,916.

NOTE B - CASH AND EQUIVALENTS

Deposits

The Plant’s cash and equivalents as reported in the Statement of Net Assets consisted of the

following:
Petty cash $ 100
Checking account 2,500
Repurchase sweep accounts 234,912
Certificates of deposit 254.200

TOTAL $491,712

Deposit Risk

Custodial credit risk. Custodial credit risk is the risk that in the event of a bank failure, the
Plant’s deposits may not be returned. State law does not require and the Plant does not have a
policy for deposit custodial creditrisk, As of June 30, 2005, $154,200 of the Plant’s checking
account and certificates of deposit were exposed to credit risk because they were uninsured
and uncollateralized. The repurchase sweep accounts were collateralized with U.S. Govt.
securities with a fair market value of $543,954 at June 30, 2005.

NOTE C - RETIREMENT PLAN

Description of Plan and Plan Assets - The Plant in an agent multiple-employer defined benefit
pension plan with the Municipal Employees’ Retirement System (MERS); administered by the
State of Michigan. The system provides the following provisions: normal retirement, deferred
retirement and service retirement to plan members and their beneficiaries. The service
requirement is computed using credited service at the time of termination of membership
multiplied by the sum of 2.25 percent times the final average compensation (FAC) with a
maximum benefit of 80% of FAC. The most recent period of which actuarial data was
available was for the fiscal year ended December 31, 2004.




ANDERSON, TACKMAN
& COMPANY, P.L.C.
CCOUNTANTS

.\
CERTIFIED PUBLIC A

%
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NOTES TO FINANCIAL STATEMENTS
June 30, 2005

NOTE C - RETIREMENT PLAN (Continued)

MERS was organized pursuant to Section 12a of Act #156, Public Acts of 1851 (MSA 5.3333
(a); MCLA 46.12 (a), as amended, State of Michigan. MERS is regulated under Act No. 427 of
Public Acts of 1984, sections of which have been approved by the State Pension Commission.
MERS issues a publicly available financial report that includes financial statements and
requires supplementary information for the system. That report may be obtained by writing to
the MERS at 1134 Municipal Way, Lansing, Michigan 48917,

Funding Policy - The obligation to contribute to and maintain the system for these employees
was established by the Plant which requires employees to contribute 5% of gross wages to the
plan. The Plant is required to contribute at an actuarially determined rate. The contribution
rate as a percentage of payroll at December 31, 2004 was 12.76%.

Annual Pension Cost - During the fiscal year ended December 31, 2004, the Plant’s
contributions totaling $16,254 and employee contributions of $9,997 were made in accordance
with contribution requirement determined based on the entry age normal funding method.
Under the entry age normal cost funding method, the total employer contribution is comprised
of the normal cost plus the level annual percentage of payroll payment required to amortize the
unfunded actuarial accrued liability over 30 years. The employer normal cost is, for each
employee, the level percentage of payroll contribution (from entry age to retirement) required
to accumulate sufficient assets at the member’s retirement to pay for his projected benefit.
Significant actuarial assumptions used include a long-term investment yield rate of 8 percent
and annual salary increases of 4.5 percent based on an age-related scale to reflect merit,
longevity, and promotional salary increases.

Three-Year Schedule of Funding Progress

Accrued UAAL as
Actuarial Actuarial Underfunded aPercentage
Actuarial Value of Liability - AAL Funded  Covered of Covered
Valuation Assets (AAL)Entry Age (UAAL) Ratio Payroll Payroll
Date (a) (b) (a-b) (a/b) (c) ((a-b)/c)
12/31/02 $236,983  $324,548 $ (87,565) 73% 182,303 (48.0%)
12/31/03 $263,819  §$381,154 $(117,335) 69.2% 196,888 (59.6%)

12/31/04 $293,358  $535,629 $(242,271) 54.8% 205,668 (117%)
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NOTES TO FINANCIAL STATEMENTS
June 30, 2005
(Continued)
NOTE D - FIXED ASSETS

A summary of property, plant and equipment as of June 30, 2005 is as follows:

Balance Balance
7-1-04 Additions Deletions 6-30-05
Land $ 31,635 $ - $ - $ $31,635
Structures 8,977,978 9,130 - 8,987,108
Improvements 200,403 5,459 - 205,862
Operating Equipment 732,244 40,675 - 772,919
Furniture & Fixtures 51,886 10,962 - 62,848
Other Equipment 34,949 - - 34.949
Total 10,029,095 $ 66,226 $__ - 10,095,321
Accumulated Depreciation (5,705.900) $(270,725) $ - (5.976.625)
Net Fixed Assets $4,323.195 $4,118.696

Depreciation expense for the year was $270,725.
NOTE E - RISK MANAGEMENT

The Plant is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters. The
Plant maintains commercial insurance covering each of those risks of loss. Management
believes such coverage is sufficient to preclude any significant uninsured losses to the Plant.

Settled claims have not exceeded this commercial coverage in any of the past three fiscal
years.

NOTE F - USE OF ESTIMATES

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and Habilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates.

NOTE G - ECONOMIC DEPENDENCY

The Plant’s Proprietary Fund incurred a net loss of $(212,520) and an operating loss of
$(316,226) for the year ended June 30, 2005.

The Plant is dependent upon the Cities of Iron Mountain and Kingsford, Michigan to fund
its operations via user fees.
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IRON MOUNTAIN-KINGSFORD JOINT WASTEWATER
TREATMENT PLANT

SCHEDULE OF REVENUES AND EXPENDITURES
BUDGET AND ACTUAL
Capital Projects Fund

For the Year Ended June 30, 2005

Actual Variance with
(Budgetary  Final Budget
Budgeted Amounts Basis) Favorable
Original Final (Note A) (Unfavorable)
REVENUES:
Unrestricted contributions:
City of Iron Mountain $84,000 $84,000 $ 76,283 $ (7,717)
City of Kingsford 65,000 65,000 76,872 11,872
Parrish Properties - - 3,170 3,170
Groundwater remediation 6,000 6,000 - (6,000)
Investment earnings 5,000 5,000 8,477 3,477
TOTAL REVENUES 160,000 160,000 164,802 4,802
EXPENDITURES: _
Consulting/Engineering/Asbesto Abatement 10,000 35,000 36,133 (1,133
TOTAL EXPENDITURES 10,000 35,000 36,133 (1,133)
EXCESS OF REVENUES OVER EXPENDITURES 150,000 125,000 128,669 3,669
OTHER FINANCING SOURCES (USES):
Operating transfers out 93,000 105,500 (103,197) 2,303
NET CHANGE IN FUND BALANCE $57,000 $19,500 $ 25472 $ 5,972

The accompanying notes to the financial statements are an integral part of this statement.
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IRON MOUNTAIN-KINGSFORD JOINT WASTEWATER

TREATMENT PLANT
SCHEDULE OF REVENUES AND EXPENDITURES
BUDGET AND ACTUAL
Proprietary Fund
|
For the Year Ended June 30, 2005
Actual Variance with
' (Budgetary Final Budget
Budgeted Amounts Basis) Favorable
Original Final (Note A) (Unfavorable)
OPERATING REVENUES:
Sewage Disposal Services:
City of Iron Mountain $ 336,600 $ 336,600 $ 305,131 $ (31,469
City of Kingsford 260,000 260,000 307,488 47,488
Parrish Properties 16,800 16,800 12,681 4,119
Groundwater remediation 24,500 24,500 - (24,500)
Other 1,500 1,500 - (1,500)
TOTAL OPERATING REVENUES 639,400 639,400 625,300 (14,100)
OPERATING EXPENSES:
Operations and Maintenance:
Contracted services:
Analytical 5,000 6,500 6,353 147
Solids handling 55,500 42,500 45,414 (2,914)
Miscellaneous 500 500 - 500
Treatment chemicals:
Disinfection 3,500 3,500 4,033 (533)
Solids removal 23,500 24,500 23,419 1,081
Laboratory:
Chemicals 1,800 1,800 1,856 (56)
Supplies 5,000 5,000 5,664 (664)
Maintenance:
Pumps 6,000 6,000 4,390 1,610
Electrical 5,000 5,000 4,195 805
Prelim. treatment 8,200 8,200 5,990 2,210
Primary treatment 1,500 1,500 1,652 (152)
Secondary treatment 3,000 3,000 2,687 313
Solids treatment 1,500 1,500 296 1,204
HVAC 2,100 5,100 10,855 (5,755)
Vehicles 550 550 596 (46)
Grounds/grounds equipment 1,500 1,500 1,180 320
Buildings 4,100 4,100 5,991 (1,891)
Stand-by power 1,500 1,500 - 1,500
Fuel lubricants 1,200 1,200 2,588 (1,388)
Miscellaneous 2,500 2,500 2,852 (352)
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TREATMENT PLANT

SCHEDULE OF REVENUES AND EXPENDITURES
BUDGET AND ACTUAL
Proprietary Fund

The accompanying notes to financial statements are an integral part of this statement.

For the Year Ended June 30, 2005

Actual Variance with
(Budgetary Final Budget
Budgeted Amounts Basis) Favorable
Original Final (Note A) (Unfavorable)
Utilities:
Gas 30,000 50,000 47,292 2,708
Electric 85,000 94,000 94,979 979)
Water and sewer 6,500 6,500 6,055 445
Telephone 1,800 1,800 2,179 (379)
Total operations and maintenance expenses 256,750 278,250 280,516 (2,266)
Administrative Expenses:
Salaries and wages 201,000 201,000 205,668 (4,668)
Payroll taxes 16,000 16,000 15,515 485
Pension 8,000 17,000 16,254 746
Health/life insurance 92,500 72,500 68,202 4,298
Office expense 2,000 2,000 4,534 (2,534)
Education/memberships 2,000 2,000 968 1,032
Accounting and audit 7,400 7,400 7,400 -
Professional fees 1,000 1,000 1,771 771
Board expenses 740 740 780 “0)
Collection fees 15,400 15,400 15,400 -
Comp/liability insurance 47,500 47,500 44,018 3,482
State permits 7,000 7,000 6,510 490
Miscellaneous 500 500 3,265 (2,765)
Total administrative expenses 401,040 390,040 390,285 (245)
Depreciation Expense 275,000 254,000 270,725 (16,725)
Total operating expenses 932,790 922,290 941,526 (19,236)
OPERATING (LOSS) (293,390) (282,890) (316,226) (33,336)
NON-OPERATING REVENUE:
Interest earned 500 500 509 9
Contributions from other fund 93,000 105,500 103,197 (2,303)
Total non-operating revenues 93,500 106,000 103,706 (2,294)
NET (LOSS) $ (199,890) § (176,890) § (212,5200 §  (35,630)
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REPORT ON INTERNAL CONTROL OVER FINAN CIALREPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH
“GOVERNMENT AUDITING STANDARDS”

Joint Board of Commissioners
Iron Mountain — Kingsford Joint Wastewater Treatment Plant
Iron Mountain — Kingsford, Michigan

We have audited the financial statements of the business-type activities of the Iron Mountain — Kingsford
Joint Wastewater Treatment Plant, as of and for the year ended June 30, 2005, which collectively
comprise the Iron Mountain — Kingsford Joint Wastewater Treatment Plant’s basic financial statements
and have issued our report thereon dated July 12, 2005. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in “Government Auditing Standards”, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Iron Mountain — Kingsford Joint Wastewater
Treatment Plant’s, internal control over financial reporting in order to determine our auditing procedures
for the purpose of expressing our opinion on the financial statements and not to provide assurance on the
internal control over financial reporting. Our consideration of the internal control over financial
reporting would not necessarily disclose all matters in the internal control over financial reporting that
might be material weaknesses. A material weakness is a condition in which the design or operation of
one or more of the internal control components does not reduce to a relatively low level the risk that
misstatements in amounts that would be material in relation to the general purpose financial statements
being audited may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. We noted no matters involving the internal control over financial
reporting and its operation that we consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Iron Mountain — Kingsford Joint
Wastewater Treatment Plant’s general purpose financial statements are free of material misstatement, we
performed tests of its compliance with certain provisions of laws, regulations, contracts and grants,
noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our tests

disclosed no instances of noncompliance that are required to be reported under “Government Auditing
Standards”.

This report is intended solely for the information of the Board of Commissioners and management and is
not intended to be and should not be used by anyone other than those specified parties.

ANDERSON, TACKMAN & COMPANY, PLC
Certified Public Accountants
Iron Mountain, Michigan

Tuly 12, 2005
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July 12, 2005

Board of Commissioners

Iron Mountain-Kingsford

Joint Wastewater Treatment Plant
Iron Mountain-Kingsford, MI

Dear Members of the Board:

In planning and performing our audit of the financial statements of the Iron Mountain-Kingsford
Joint Wastewater Treatment Plant for the year ended June 30, 2005, we considered the entity’s
internal control structure to determine our auditing procedures for the purpose of expressing an
opinion on the financial statements and not to provide assurance on the internal control structure.

During our audit, we became aware of one matter that is an opportunity for strengthening
internal controls and operating efficiency. The following summarizes our comments and
suggestions regarding that matter. This letter does not affect our report dated July 12, 2005 on
the financial statements of the Iron Mountain-Kingsford Joint Wastewater Treatment Plant.

Statement On Auditing Standards (SAS) No. 99 was first applicable for the year ended June 30,
2004. In our letter of comments and recommendations dated July 20, 2004, we commented on
the applicability of SAS No. 99 and how it emphasizes the importance of implementing
procedures to understand the forms of fraud, evaluating fraud risk, mitigating fraud risk, and
communicating to employees the Board’s views and positions relative to ethical behavior. We
also provided an exhibit from SAS No. 99 that provides guidance for the implementation of
antifraud programs and controls.

For the year ended June 30, 2005, we noted that no formal action relative to this matter was

taken as of yet by the Board. Once again, we encourage you to do so. I have provided the SAS
No. 99 Implementation Guide with this letter.

We have noted that entities have, for the most part, not followed through with formal programs
as of yet. I personally feel it is because of the nature of the topic and uncertainty about just
exactly how to proceed. However, SAS No. 99 is a direct result of frequent and well-publicized
breakdowns as far as fraud and ethical behavior is concerned, and the need for bolstering
controls in these regards is important.
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We appreciate your retaining our firm to provide audit services for the year ended June 30, 2005.
The cooperation we received from your personnel was excellent. If you have any questions, do
not hesitate to contact us.

Very truly yours,

ANDERSON, TACKMAN, & COMPANY, PLC

L. Robert Schaut, CPA
Senior Principal
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